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“AUTHORITIES” AND HOW TO USE THEM 


LUTHER GULICK 
Institute of Public Administration Ry 


| Sipe you turn today, energetic reformers or 
developers of governmental programs are recommend- 
ing the creation of “authorities.” If housing is short, we 
need a “housing authority,” if there is no parking space, 
we need “a parking authority,” if bridges or airports are 
called for, we immediately set up a new “authority.” If 
a river valley needs protection from floods and the develop- 
ment of its power and navigational possibilities, the 
answer is an “authority.”’ Finally when British occupation 
forces fail to mine coal in Germany, we are sure the 
problem can be solved by the creation of an “‘‘authority.” 
So it goes. The governmental patent medicine today carries 
in big letters the magic word “AUTHORITY” and no- 
body stops to read the fine print down below. 

It is the purpose of this article to show what that 
fine print ought to say about the ‘Authority Medicine.” 
That fine print would have to cover three things: first, 


the specifications, that is, what is this thing called “an _ 


authority’; second, what is the “authority” good for, 
what cures will it perform; and third, how and when 
do you use the “authority” dope. We will take each of 
these up in turn, remembering that any strong drug 
carries at the bottom of the label both a caution and 
the antidote for an overdose. 


What is an “ Authority’? 


An authority is a governmental business corporation 
set up outside of the normal structure of traditional 
government so ‘hat it can give continuity, business 
eficiency and ¢!*» ic management to the construction or 
Operation of a sel. supporting or revenue-producing public 
enterprise. The best known illustrations are the Port of 
New York Authority, the Tennessee Valley Authority 
and the British Broadcasting Corporation, though there 
are hundreds of others here and abroad. In this country, 





the “authorities” are mainly concerned with port develop- 
ment, toll bridges and speedways, public housing, term- 
inals, rural banking and municipal water and sewer 
systems. Among the more unusual uses of the authority 
in the United States are authorities for the construction 
of a factory building, a gymnasium and a theater. 

It is important to notice certain peculiarities of the 
“authority” as a governmental device. In general, though 
there are of course exceptions, an authority possesses the 
following characteristics. 

1. An authority 1s a corporation. It is immortal; it 
can sue and be sued; it can make long term contracts. 
Within its specified jurisdiction it can engage in business 
under its own powers, without consulting others or getting 
a lot of approvals. Anyone doing business with an authority 
can proceed just about as he would with any private 
corporation. 

2. However, the authority is also governmental, in that 
it enjoys tax exemption as to its securities, property and 
income, unless these rights are specifically curtailed, and 
the corporation is immune from interference by normal 
governmental regulatory officials or laws, including even 
the Wagner and the Sherman Acts. 

3. An authority is outside the normal structure of 
governmental bureaucracy. It is not controlled by annual 
appropriations, does not submit a budget to be adopted 
along with the other activities of the government; it 
sets its own salary scales and personnel rules instead 
of coming under the regular civil service, adopts its 
own accounting and auditing system, and generally fixes 
its own rates and prices for service. 

4. It follows that authorities are subject to democratic 
controls only indirectly and at a distance. This control 
extends to the original definition of work to be done by 
the authority, that is to its “mission,” and to the appoint- 
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ment of authority board members but not to the way in 
which the mission is to be carried out. And the public 
review of the work of the authority and of the methods 
used does not occur on a routine and continuous basis 
as with the traditional functions of government, but gen- 
erally on the total operation and then only after long 
time intervals. And even then, there is no simple and 
direct chain of command running from the executive 
department of the government to the executive of the 
authority, or through the management arms of the govern- 
mental executive to the operations of the authority. Though 
ultimately responsible to the public, and answerable to 
the legislative branch, when that branch chooses to act 
by law, an authority is one stage removed from the 
traditional bridle of continuous democratic control. 

5. An authority lives and moves in a third dimension 
of political life, in that it is generally a local entity which 
can overlap the territorial jurisdiction of municipal corpo- 
rations, or of other local civil divisions without disturbing 
their sovereign existence or interfering with their traditional 
activities, except, of course, where some local service is 
entrusted to the authority. Thus an axthority can reach 
across political boundaries, across city lines, county lines 
and even state lines, without raising the stubborn prob- 
lems of annexation or fulminating the explosive passions 
of entrenched political organisms. 

6. An authority is a program agency, limited as to 
function but unlimited as to method of operation. This 
distinguishes the authority sharply from the traditional 
organs of government which are generally limited, first 
as to their programs, second as to their procedures, third 
as to their expenditures and fourth as to their daily 
operations. The mission of an authority is defined, but 
the methods which it may explore to achieve that end, 
are left undefined. 

7. With few exceptions, authorities perform services 
of broad public concern which are “natural monopolies,” 
that is services in which competition is inherently waste- 
ful. With such services, as monopoly develops to achieve 
efficiency, the private profit motive does not apparently 
result in the maximum extension of service at low price, 
but rather in the restriction of competition and the main- 
tenance of high prices. Because of the wide public need 
for the services involved, this introduces a vast “capacity 
for the exploitation of consumers.”! Moreover in these 
services the private profit motive is an unsatisfactory 
criterion of management policy and fails to provide the 
incentives required for the extension and continuous 
modernization of service. Thus the work entrusted to 
authorities has generally been characterized by public 
interest, natural monopoly, and inappropriateness of con- 
trol primarily through the profit motive. 

8. Another characteristic of the work performed by 
authorities is its extensive dependence on technology. Be- 


1 Gordon, Lincoln, The Public Corporation in Great Britain, Oxford 
University Press, 1938, p. 316. This is the most penetrating study of 
public corporations and authorities. 


cause of this the average man and the average legislator, 
though he values and understands the general quality of 
the service received, cannot pass on the techniques used, 
and knows that he must leave these to the technicians. 

9. In the duties entrusted to authorities one finds 
recognition also of the need for ‘maginative enterprise, 
elasticity of operation, and the experimental approach to 
new and unpredictable problems. 

10. Furthermore, the services assigned to authorities 
are generally self-supporting. That is authorities render 
a service which can be sold to the consumer without 
curtailing its use in violation of broad public interest. 
However, charges for such services are a matter of policy, 
as toll bridges, port facilities, water supplies, electricity 
and rapid transit systems may be operated at a loss, or 
their services may even be entirely free. However the work 
assigned to authorities has generally been of a character 
which was before the creation of the government corpora- 
tion undertaken by private enterprise and therefore was 
traditionally part of the commercial system supported 
by specific charges for service. This charge for service 
serves also to limit wasteful and unnecessary use by the 
consumer. A considerable part of the political and admin- 
istrative freedom of the authorities is made possible 
by the fact that they are able to finance themselves by 
the sale of the services which they render without exor- 
bitant changes or undue restriction of service. 

11. From the structural standpoint, the authorities are 
generally set up as semi-autonomous corporations, with 
an unpaid board of directors and a paid technical manager, 
following in general the structure of a private stock 
company. There are however many exceptions, with exten- 
sive use of full time paid boards, especially in England, 
where the new socialistic program rests largely on the 
use of the “commission form,’’ under which the board is 
made up of operating department heads. 

12. Finally it is significant that the debts of the authori- 
ties are generally not part of the governmental indebted- 
ness of the geographic area which they serve, nor are 
the prices which they collect part of the “tax burden” of 
the area. Public corporations generally issue their deben- 
tures or stock against their own assets and earning power, 
not against the “full faith and credit” of the governments 
involved; and the tolls and prices which they collect are 
classed with the commercial service changes born by a 
people, not with the taxes exacted from them in proportion 
to their ability to pay. Thus the authorities are tied to 
the fluid economic system not to the political or tax 
system with its fixed historic, geographic boundaries. 

These twelve characteristics of the authority are all 
significant in connection with our next inquiry. 


What is an Authority Good For? 

What is an authority good for? The answer emerges 
from past experience and from the nature of authorities. 
These we have tried to trace above. We may review these 
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factors by saying that authorities are particularly useful 
under the following conditions: 

1. Where there is an important service required broadly 
by the public which cannot be left to be performed by 
private enterprise because the service constitutes a natural 
monopoly, requires the exercise of governmental powers, 
or is of such a character that the profit motive will not 
produce the service required on a fair price basis, and 
where this situation cannot be corrected by regulation 
without destroying incentive and enterprise. 

2. Where the service and its associated controls can 
be made self-supporting, without unduly curtailing con- 
sumption. 

3. Where the service depends upon a high degree of 
reliance on technology, imaginative enterprise and com- 
mercial elasticity. 

4. Where it is easy to define the service to be pro- 
duced in terms which the ordinary man can understand 
and evaluate, but where the methods of achieving these 
ends are hard to define and evaluate because of their 
technical and novel aspects, but where the total operation 
can be tested in terms of service rendered and price 
charged. 

5. Where stability of management policy and long 
term contracts are essential and the interlacing manage- 
ment controls of normal bureaucracy are inappropriate 
and unnecessary. 

6. Where daily integration with other governmental 
services is not required and the public interest can be 
protected in spite of the detachment of the service from 
normal, continuous governmental controls. 

7. Where existing debt limits and tax limits stand 
in the way of new types of service which were neither 
known nor contemplated when those limits were estab- 
lished, particularly where the new service can be financed 
through the increased economic power of the com- 
munity arising from the new service rather than through 
the taxing power. 

8. And especially when the natural area to be served 
extends beyond the fixed confines of existing boundaries 
of political units. 

No sane man would insist that every one of these 
onditions must exist before it is decided to set up an 
authority. Some authorities, like those in rural banking, 
have few technological aspects; many highly successful 
government corporations do not cross political boundary 
lines; and some authorities are not self-supporting or 
independent of tax support. However it is difficult to 
envisage a service requirement which exhibits all of the 
eight characteristics noted above, which can be left to 
private enterprise, entrusted to ‘‘regulation” or assigned 
to a regular government bureau. If this is so, we may 
venture the conclusion that the wise course of action under 

combination of conditions enumerated above is the 
creation of an authority. What then is an authority good 





for? It is good for meeting a public service need under 
the conditions we have enumerated. 


How to Apply the Authority 


We now have before us a statement based on law 
and experience of the characteristics of an authority and 
of the conditions under which an authority can and 
should be used. This brings us to our third question: 
How do you apply the authority medicine? How do you 
run an authority to guarantee successful operations? 

Here again we have a good deal of experience both in 
the United States and abroad from which we may 
generalize. From this experience, a student of adminis- 
tration would emphasize the following important factors: 

To begin with, broad public understanding and accept- 
ance of the authority and of its work are essential. Noth- 
ing has been so important for the success of the Port of 
New York Authority as the original “sales campaign” 
and the continuing public relations program. Obviously 
this continuing program must rest on good service rendered, 
because no amount of advertising can continue to sell 
inferior goods. It thus becomes extremely important for 
any authority to get into production promptly at least 
some portion of its activities. This policy and solicitous 
attention to the needs and desires of consumers has been 
a conspicuous effort of the TVA and of other successful 
government corporations. 

However there is no substitute for alert and energetic 
management, and for the effect produced on the public 
by the appearance of smartness and efficiency and the 
contagious quality of high morale among the employees of 
the authority. The public does not like cheap or run down 
service. It likes quality, is willing to pay for it, and is 
not opposed to adequate pay for top managerial personnel. 

The public has a strong belief in the value of research 
and technological experimentation. To be successful, an 
authority, which is by definition freed of the life-giving 
force of daily operating and economic competition, must 
not only carry on continuous research and experimentation, 
but must keep the public informed of the practical 
advances made as a result of these studies. 

Good personnel administration, especially the manage- 
ment of relations with the organized employees of the 
authority is an area of the greatest importance. This is 
no different than in a private public service utility, except 
that a governmental authority has a better opportunity 
for basing the morale of the workers on their pride in 
the public service, in part because of the absence of 
private profits in the enterprise. 

Scrupulous adherence to good business practices and 
stringent enforcement of honesty even in the smallest 
matters, such as the granting of special privileges or 
“passes” is of extraordinary significance in the manage- 
ment of an authority. It is far more dangerous to mix 
politics with the administration of an authority than it 
is in a routine governmental service, because the very privi- 
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leged position of the authority has been accepted by 
the public with the understanding that it will be ‘kept 
out of politics.” The very fact that the authority is 
freed from the interlacing controls of the normal bur- 
eaucracy means that the authority must watch its own 
step with doubled intensity. 

Self-coordination with the other public services and with 
the intricacies of the private economy is another guiding 
principle of successful authority management. An authority 
is more or less independent and on its own. No superior 
executive tells the authority day by day what it may or 
may not do because of the things which other agencies 
are doing. Therefore the authority must of its own 
volition work with these other agencies and coordinate 
with them as far as is reasonable and possible. Because 
of its very power of independence, an authority must 
scrutinize its activities in relation to what other govern- 
mental and private agencies about it are doing. This 
applies to salary scales, to rentals paid, to prices for 
supplies bought as well as to the interrelations of larger 
aspects of the program where they touch the city planning, 
the police, the health, the public works, or the school 
programs of the traditional governments. The adminis- 
trative independence of the authority places on the manager 
of the authority a special obligation for voluntary coordina- 
tion of work and plans with other agencies. 

Similarly the political independence of the authority, 
its once-removed democratic control, calls for special 
attention by the authority to the needs and desires of 
the public. The English authorities have experimented 
with elaborate special-interest representative boards and 
advisory committees. The TVA has followed a different 
line in reaching for local “‘grass-roots’’ and community 
and consumer groups. The Port of London Authority — 
now merged in the British Transport Commission — drew 
on merchants and ship owners using the port; the Port 
of New York Authority rests entirely on “the general 
public interest,” though it takes special pains to consult 
the railroads, the shipping interests, the merchanis, the 
municipal corporations and general public opinion before 
it acts on policy matters. But, in any case, the fact that 
the authorities have few of the traditional ties of direct 
political control, places on the directors of the authorities 
a special need of political intelligence, of political sagacity 
and of political self-discipline. 

It goes without saying, finally, that an authority must 
be known as a business success. This generally means 
that its current operations must be self-sustaining. This 
does not mean that there cannot be large elements of 
public subsidy, especially in the investment structure, or 
in the tax status, but it does mean that the specific 
charges for service which the public sees shall pay for 
the service rendered, roughly on a cost basis. If extensive 
profits are produced, or if clear deficits are involved, the 
public is bound to be extremely critical of the operations 
of the authority. If profits are piled up, the public will 


resent the use of the authority as a collector of hidden 
taxes. On the other hand any current operating deficit, 
and hidden subsidy, looks to the public like bad manage- 
ment and inefficient business. If authority services are 
to be subsidized, it would therefore seem that this should 
be done first through the investment account, and second 
through an annual appropriation from taxation in advance, 
and not through unjustified tax exemptions or the accumu- 
lation of deficits to be financed in subsequent years. 
Thus those who wish an authority to succeed will not 
only design the entire program so that it can be a success, 
but will make certain that the good management of the 
enterprise is patent and well understood by the public. 


The True Politics of Non-Political Authorities 


While authorities are designed in part to take their 
Operations “out of politics,” the nature of this insulation 
must not be misunderstood. Nor must it be thought that 
the creation of an authority puts an end to political 
discussions or transmutes matters of political and social 
policy into pure matters of fact soluble in engineering 
and business terms. 

The truth is that the creation of an authority with 
its administrative and governmental autonomy, its free- 
dom from direction by the executive branch of the 
government within which it has its being, does lessen 
the infiltration into the work of the autonomous agency 
of the same patronage and political controls which may 
exist in the surrounding routine government. The same 
clearance for appointments and for contracts, the same 
channels of special influence and privilege cannot operate 
unless they are erected all over again through other 
channels. To this extent, the authority may be “out of 
politics.” In some situations an authority created in a 
burst of high civic enthusiasm for efficient service and 
staffed with men of strength and character can rise above 
the traditional politics and low morality of the govern- 
ment which set them up. 

However the recognition of this fact does not put an 
end to the question of “‘politics.” The vital political 
problems which arise in government are not the questions 
of patronage. They are the questions of basic social and 
economic policy which serve to give fundamental direction 
to social and economic forces. For example, a port 
authority has the power to determine whether a com- 
munity as a whole will expand as a raw material center 
or as a manufacturing center by the priorities which it 
gives to port facilities, loading and unloading equip- 
ment, wharfage rates, and rail and road connections. Toll 
rates on bridges will determine the rapidity of suburban 
development and the rise of real estate values as well 
as the time of obsolescence of prior investments in ferries 
and commuter rail services. The location of inland 
terminals, the creation of central bus facilities, the elimina- | 
tion of grade crossings, the arrangement of tunnel entrances 
and exits will determine the immediate and the ultimate 
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fate of entire neighborhoods, piling value increments 
here and destroying values there in spectacular fashion. 
Such a simple matter as the location of the express 
stops on the rapid transit system decides whether a 
street will be developed with high rental properties or 
with more modest shops and apartments. Similarly zone 
fares On City transit systems, and the system of water 
rates or electric power rates cannot fail to create their 
patterns of realty and housing developments and to 
influence the distribution of wealth and welfare for the 
people of the area. 

We have come to realize that freight rates can dominate 
the economic development of whole sections of the coun- 
try. The same forces are at work wherever an authority 
makes its decisions on location of facilities, nature and 
distribution of services, rules and regulations for their 
use and rates for services. Because these decisions cannot 
be made without a weighing of the needs of the people 
and of their effects upon the distribution of wealth and 
welfare, they are political decisions of the most funda- 
menta! sort.? 

If it is granted that the authorities are not out of 
politics, but deeply in politics in 2 true sense, what 
shall we say of the detachment of the authorities from 
direct integration with the remainder of the political 
Organization of the government of which they are a 
distant part? What shall we say of their once-removed 
status from democratic control? These are extremely 
difficult practical and theoretical matters. It may be pointed 
out, however, that the rise of the authorities is not unlike 
the development of the ad oc authorities in the 16th 
and 17th centuries in English local government and the 
corresponding rise of independent “‘commissions” and 
boards in the 19th century in this country. Those inde- 
pendent agencies and commissions were eventually deprived 
of their independence and brought into unified and 
integrated political organizations to achieve coordination 
and more effective public control. If the authorities of 
today follow the same pattern of evolution, should we 
expect to see them free and independent in their youth, 
but absorbed and coordinated when their period of 
novelty and experiment is over? A great deal will 
depend upon the success of the independent authorities 
in shaping their political decisions to fit the desires 
of the articulate voters and to conform to the interrelated 
policy decisions of the surrounding political agencies. 


The Dangers and the Antidote 


Are there any dangers in the use of the popular patent 
medicine now known as “The Authority’? Of course 
there are. Three of these dangers stand out above the 
rest. These are: 

First, that the thing to be done cannot succeed under 
the conditions contemplated. Good illustrations are rail- 


_?See Robson, William A. Public Enterprise, George Allen and Unwin, 
937, p. 359 ff., whose observations of the political aspects of govern- 
ment corporations deserve special attention today. 





roads, canals, and port developments where there are no 
adequate economic foundations. The thing to be done 
must be economically and socially sound. No amount of 
good management can save what is a blunder from the 
start. 


Second, the danger that the men put in charge of the 
enterprise are incapable of carrying it through or through 
lack of enterprise permit the administration to bog down 
as time goes on. 


Third, the danger that the major policy decisions of 
the authority fail to run parallel with the democratically 
determined decisions of other agencies affecting the same 
area, or actually run counter to those decisions. This is 
the danger discussed in the last few paragraphs above. 


The statement of these dangers suggests the antidote. 
This may be summarized as follows: 

Shake well before using. Examine the problem from 
every angle. Do not use an authority unless it is perfectly 
clear that most of the eight conditions laid down above 
are fulfilled. An authority should be the last resort, not 
the first bright idea. If there is any doubt, use the regular 
machinery of government, a machinery which has been 
developed over many years of experience to guarantee 
democratic control, the coordination of political decisions 
and the protection of daily operations. 

Should we not seek to remedy the underlying weaknesses 
of the regular structure of government so that it can 
properly discharge most of the duties now entrusted to 
newfangled authorities? A bureaucracy which cannot build 
and operate a toll bridge or a parking lot needs some new 
personnel and administrative policies all along the line. 
It might be better to mend a leaky ship than build in a 
few water-tight compartments. 

Continued vigorous attention to the problem of modern- 
izing political boundaries will greatly aid in rendering 
independent authorities less necessary, though this ts 
probably the toughest nut to crack in the situation. 

We must insist that all authorities report fully and 
regularly to the governments which have set them up and 
to the people of the area which they serve. These reports 
should contain the standard facts of business management 
in comparable form from year to year, not merely public 
relations propaganda. 

Authorities should be subject to an independent financial 
audit and to operations audits. While these audits must be 
understanding of the nature and purpose of the authori- 
ties, they must also be dispassionate and professional. 

And, finally, if authorities tend to go their own way 
from a policy standpoint, we shall have to restrict the 
extent of their freedom from democratic control. This 
can be done by bringing their policy decisions under some 
form of review, by placing them in the framework of the 
executive branch of the government, or by terminating 
the authority entirely and transferring its activities to a 
regular bureau of a regular department. 


a 








52 THE TAX REVIEW 
SE DUET TAIRA ITA OE HF TO I IR IR RT EE LD EE IEEE! LES LE TOE TLE, Te Ea IE IE TL DEE ELS a 





A Final Word 


In conclusion it may be observed that the authority 
form of governmental organization has important values 
and real dangers. An authority is not a cure-all, but a 
specific. Those who use this medicine must know what 
they are doing. And they must, when they create an 
authority, take the additional protective steps required to 
combat the undesirable results of a possible overdose. 
A democratic political system is allergic to fractionaliza- 
tion. Democracy cannot understand or control a three- 
ringed circus. Each application of the authority patent 
medicine must therefore be watched and placed under 
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appropriate controls. If this is done, we may look to 
the authority medicine for some important cures. 

Under British conditions, we may expect the authority 
to be the chief vehicle for the management of the national 
program of government operation of basic industries. 
Under American conditions we may expect the authority 
to be the chief vehicle of cooperative regional planning 
and action particularly with reference to transportation, 
power and metropolitan development. These are prob- 
lems which must be solved. They cannot be handled 
by the traditional governments because of their territorial 
and fiscal straitjackets. Perhaps the authority will lead 
us into the promised land! 


Note: A selected bibliography on government corporations and authorities 


will be provided on request. 
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